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Banxico Minutes – Concerned about inflation, 

but not necessarily stopping the easing cycle 
 

▪ Banxico published the minutes of the decision held on March 25th, in 
which the central bank unanimously kept the reference rate unchanged 
at 4.00% 
 

▪ In our view the document’s tone is hawkish, mainly because of comments 
on inflation and the recent evolution of financial markets, justifying the 
need of a prudent and cautious approach   
 

▪ In line with our expectations, we saw again a heated debate about the 
outlook for prices, highlighting: 
(1) Some members stating that the balance of risks is skewed to the 

upside, when it was previously characterized as uncertain; 
(2) Warnings about higher inflation risk premia and possibly more-

than expected persistence of core inflation to the upside; and 
(3) That inflation expectations for year-end 2021 increased and those 

for the mid- and long-term remain above 3% 
 

▪ We also identified comments about the evolution of financial markets, 
including higher medium- and long-term interest rates, portfolio outflows 
and a higher sovereign risk premium, among others 
 

▪ Although some members considered that the easing cycle may not be 
finished yet, we believe the complex environment suggests that the 
window of opportunity for more cuts will remain closed 

 

▪ Based on our call for inflation by the end of the year and market 
dynamics, we expect a 25bps rate hike in the decision to be held on 
December 16th, closing 2021 at 4.25%  

 

▪ The local yield curve holds a slightly more aggressive pricing on Banxico’s 
future movements 

Banxico shows a hawkish tone. Banco de México published the minutes of the 
meeting held on March 25th, when they unanimously kept the reference rate 
unchanged at 4.00%. The document’s tone looks hawkish, mainly because of 
comments on inflation –with greater concerns due to a plethora of factors– and 
the recent evolution of financial markets which has increased the risks of to the 
convergence of inflation towards the target. This justifies the need of a prudent 
and cautious approach by the monetary authority. We also highlight opinions 
about whether the easing cycle –started in 2019– has ended or is in pause. We 
identified three members that still see room for additional cuts (if conditions allow 
it), with the other two without commenting explicitly on this. Despite of the latter, 
and based on our call of higher inflation by the end of the year (at 4.7% y/y, above 
consensus at around 4.1%), along likely market dynamics (with the Fed probably 
signaling tapering by the end of the year, among other factors), we expect a 25bps 
rate hike in the decision to be held on December 16th, closing 2021 at 4.25%. 
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Banxico’s 2021 policy decisions  

Date Decision 

February 11 -25bps 

March 25 0bps 

May 13 -- 

June 24 -- 

August 12 -- 

September 30  -- 

November 11  -- 

December 16  -- 
 

Source: Banxico  

 
 
 
 
 
 
 
 
 
 
Document for distribution among the 
general public 
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Extensive commentary about the inflation outlook, with the balance of risks 
skewed to the upside… We consider that the debate in this front was very 
important and rich. We saw higher concerns about the likely path for prices, with 
several outstanding themes. First, some members said that the balance of risks for 
inflation is skewed to the upside. We should recall that, up until the previous 
decision (February 11th), it was characterized as uncertain. This is due to a 
plethora of factors, including higher global inflation expectations –primarily 
because of the increase in commodity prices, including energy– and a more 
vigorous economic recovery. All members mentioned the increase in annual 
headline inflation and some the recent pickup at the core. Some members thought 
that the upward skew for inflation is only in the short term. Nevertheless, we noted 
that one thinks that inflation pressures at the core level will continue because of a 
weaker exchange rate and pass-through effects from higher energy prices. This 
means that persistence to the upside of core inflation will be higher than expected 
previously. In this respect, there were also comments about the possibility that 
low services inflation could stop being a factor that compensates for increases 
elsewhere, with determinants for prices deteriorating. 

…with higher inflation risk premia and higher expectations. Secondly, some 
members warned of the increase in inflation risk premia. This has been mostly 
driven by the pickup in these premiums globally, led by the US on expectations 
of a strong recovery and stimulus, among other factors. Although premiums 
implicit in financial instruments in our country had mixed changes since the last 
decision (pushed higher in 10- and 30-year tenors), one member noted that fixed-
income assets have started to price-in higher inflation expectations. Regarding the 
latter, all members noted that inflation expectations for year-end 2021 have 
increased, with those for the medium- and long-term stable, albeit above the 3% 
target. Everyone emphasized that it is very important to keep inflation 
expectations well anchored. 

Concerns also on the financial and macro environment. Besides inflation, 
there were very important comments on this given a backdrop of higher volatility 
and market stress. They mentioned that most of the adjustments in financial 
markets have been triggered by the approval of a new round of fiscal stimulus in 
the US, resulting in higher growth and inflation expectations. In this context, they 
highlighted both peso weakness and the increases in medium- and long-term rates 
domestically, responding largely to external pressures. Considering this, one 
member highlighted the steeper yield curve, signals of a deterioration in market 
operating conditions, and higher volatility. Meanwhile, they also mentioned an 
increase in sovereign risk premia, mostly due to the decline in global risk appetite, 
albeit with one member suggesting also some pressures from idiosyncratic risks. 
We noted relevant mentions on the rebalancing of investment portfolios, with a 
relevant risk for EMs given higher capital flows to China –partly on the addition 
of its financial assets to global benchmarks–. Considering the solid macro position 
of the Asian country, this could subtract some ‘shine’ for investments into our 
country, while higher global interest rates could hamper capital inflows. Finally, 
once again they highlighted risks related to public finances and Pemex, even 
despite recent support by the Federal Government for the state-owned company.  
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Most members argued that the easing cycle is not over yet, if certain 
conditions are fulfilled. In the section about monetary policy, we identified three 
members that explicitly stated that there is still some room for additional cuts, 
with the remaining two not elaborating on the matter. In our opinion, the latter 
could be Governor Alejandro Díaz de León and Deputy Governor Irene Espinosa, 
who seem to have a more hawkish bias. Among their likely comments, they 
stressed the need of maintaining a prudent stance, particularly amid a volatile and 
uncertain backdrop, such as the one we are experiencing. Nevertheless, at least in 
the case of the Governor, we perceived that a data-dependent approach prevails, 
which has characterized him during his tenure. On the other hand, the main 
subject touched upon by the other three members –in our opinion more dovish– 
was the outlook for inflation, which was the main driver behind their vote for a 
pause. Their comments suggest that, if a favorable outlook materializes after the 
inflation ‘hump’ in 2Q21, cuts could resume. Meanwhile, we consider some 
differences in opinion among them are starting to be seen, with one –which we 
consider was Deputy Governor Jonathan Heath– highlighting other risks. Among 
them, he noted: (1) Doubts about the path of inflation convergence; (2) possible 
external financial shocks; (3) stability of the financial system; (4) evolution of the 
pandemic and vaccinations; and (5) challenges of maintaining a low reference 
rate. Considering our outlook for growth and inflation, we believe he could skew 
towards a neutral or even slightly hawkish bias in upcoming decisions.  

We expect the next move to be a 25bps hike in December. Despite most 
members believing the easing cycle could continue, we consider conditions laid 
out for that to happen will not materialize. Specifically, our outlook sees a more 
challenging backdrop in several fronts. First and foremost, we expect higher 
inflation relative to the central bank’s forecasts for the remainder of the year. 
Although we expect a moderation in 3Q21 after the ‘hump’ of the previous 
quarter, our trajectory does not anticipate annual inflation falling below the 4% 
upper bound in said period, climbing later to 4.7% by the end of the year. Second, 
and partly related to this, we expect a better outlook for growth relative to the 
central institute, which would result in the output gap possibly closing at a faster 
pace than previously expected (despite remaining negative). We recognize the 
risk of an heterogenous recovery, which could skew Banxico to maintain an 
accommodative stance for longer. Third, we believe pressures in financial assets 
could continue given expectations of higher inflation globally. This will probably 
keep commodities prices and government bond yields high, favoring investments 
in countries with more attractive rates. Fourth, there are risks associated with a 
possible tightening of the relative monetary stance. Some EMs with similar 
profiles to Mexico (e.g. Brazil) could restrict –in some cases further– their 
monetary position, pressuring investment flows. We also expect the Fed to start 
giving signs of tapering in 2H21, which could result in an additional impact on 
financial markets. Lastly, we highlight concerns about idiosyncratic factors, such 
as the evolution of the of the sovereign credit rating, the financial position of 
Pemex, investment climate, and the possibility of a fiscal reform after the election. 
Hence, we now expect the next move from Banxico to be a 25bps hike in the 
December 16th meeting, taking the reference to 4.25% by year-end. After this, we 
think there could be more increases in 1Q22, with the depth and magnitude still 
uncertain and dependent on the economic outlook and data, mainly inflation.  

https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20210408_Inflation_Mar.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20210408_Inflation_Mar.pdf
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From our Fixed income and FX strategy team 

The local yield curve holds a slightly more aggressive pricing on Banxico’s 
future movements. The local fixed-income market experienced positive reaction 
to the minutes’ release, with Mbonos strengthening around 3bps for a 7bps rally, 
on average, extending the strong performance witnessed in the last sessions which 
was also supported by the CPI reading released earlier today in line with market 
expectations. Meanwhile, the curve’s pricing on future movements for the central 
bank expose implied hikes of 18bps for the 3Q21 and 31bps for the 4Q21, which 
although is consistent with our view of a more restrictive stance for year-end 
considering our estimate of the reference rate closing 2021 at 4.25%, reflects a 
market with a slightly more aggressive expectation on the space of potential 
adjustments of the central bank in the short-term. We consider that local inflation 
dynamics for the remainder of the year, Banxico’s bias, and the possibility of 
observing new pressures in long-term US rates could trigger new volatility 
phases, reason why we prefer to wait for better entry levels for long positions in 
the local yield curve, where we identify a greater relative valuation for longer-
term securities.  

In the foreign exchange market, the Mexican peso has benefited from a global 
scene favoring risk assets, currently trading close to 20.15 per dollar under a 
currency backdrop in which the USD has moderated its most recent strengthening 
due to the dovish bias exposed in the Fed’s minutes published yesterday. 
Meanwhile, Banxico’s position holding the MXN attractive carry in the following 
months will be key support for the currency, although we expect a still volatile 
path with space for additional appreciation (~+2.8%) when trading close to 19.50 
and pressures associated with the market hedging the local electoral process at the 
end of this quarter. 
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